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SECTION A     [20 MARKS] 
 
QUESTION 1 (20 Marks) 
 
REQUIRED: 
State whether the following statements are TRUE or FALSE. Motivate your answer in each 
case. 
1. Statement 1: 
In the short term fixed costs do not change as the level of activity changes  (2) 
2. Statement 2: 
Manufacturing overheads are a measure of resources used or given up to achieve a stated 
purpose.   (2) 
3. Statement 3: 
Prime costs consist of direct labour plus manufacturing overheads.  (2) 
4. Statement 4: 
Sunk costs are irrelevant for decision making.   (2) 
5. Statement 5: 
An increase in variable costs, selling prices and fixed costs will cause an increase in the 
contribution margin.  (2) 
6. Statement 6: 
Costs used in financial accounts will always be relevant to any decision.  (2) 
7. Statement 7: 
A company is considering buying 10 000 units of a component it currently produces. The 
cost of buying is R100 per unit, the unit costs of making the component is: Material R30, 
Labour R60, varaiable costs R5 and fixed costs R60 000.  
It is more profitable for the company to purchase the component. (4) 
8. Statement 8: 
The NPV method of project evaluation is superior to the payback period method because the 
payback period method takes into account the time value of money. (2) 
9. Statement 9: 
Assuming a stable selling price, the break even point of manufactured goods will increase 
when unit material costs increase. (2) 
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SECTION B     [25 MARKS] 
 
QUESTION 2 (10 Marks) 
 
This question consists of two independent parts. 
 
PART A 
 
REQUIRED: 
 
2.1 Complete the following table: 
  
If the NPV is… Accept or Reject Project? Reason for accepting or 
rejecting project. 
a) Positive ? ? 
b)  Zero ? ? 
c) Negative ? ? 
   (6) 
 
PART B 
 
CareMore Hospital is considering the purchase of a new X-ray machine. The following information 
applies: 
 
Initial cost R4 000 000 
Useful life 3 years 
Salvage value 0 
Increase in annual cash flows R1 200 000 
Required return  10% 
PV factor of an annuity of R1 2.487 
   
REQUIRED: 
 
2.2 Determine whether the new machine should be purchased by calculating the NPV 
of the proposed investment. (4) 
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QUESTION 3 (15 Marks) 
 
A manufacturing business produces three products.  The following figures have been extracted 
from the budgets for the forthcoming year. 
 
Products A B C 
Selling price R 60 R 80 R 90 
Direct materials R 10 R 10 R 10 
Labour R 16 R 24 R 32 
Current demand (units) 10 000 8 000 7 000 
Quantity of materials required per 
unit 
1kg 3kg 1kg 
Fixed costs 250 000 250 000 250 000 
 
Materials are a constrained resources with a total of 30 000 kg of material available for the 
production of the three products. 
 
REQUIRED: 
 
3.1  Calculate the production volume that will optimise the utilisation of the constrained 
resources. (15) 
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SECTION C [55 MARKS] 
 
QUESTION 4 (40 Marks) 
 
GP CLOTHING expanded their international brand to South Africa by opening their first clothing 
outlet in Sandton City during January 2013. Management approached you to help prepare the 
budget for the 2014 winter months. 
You were provided with the following information: 
Month 
Sales 
(units)  
Salaries paid  
Jun-14 70 000 R 120 000 
Jul-14 60 000 R 100 000 
Aug-14 80 000 R 90 000 
 
Additional information: 
 
 The selling price is R10/unit. 
 10% of monthly sales are for cash and 90% are sold on credit. 
 Ending stock is equal to 10% of the following month’s budgeted sales in units, on the 
31  May 2014 5 000 units were on hand 
 Manufacturing overhead cost consist of the following: 
o Fixed manufacturing overheads of R30 000 per month. 
o Variable manufacturing overheads at a rate of R0.8 per unit of production. 
 Depreciation on machinery of R10 000 per month. 
 The bank balance on 31 May 2014 was R 300 000. 
 Salaries are paid in the month inwhich they are incurred. 
 The collection pattern for credit sales is as follows: 
o 70% collected in the month of sale 
o 25% collected in the month following the month of sale 
o 5% is uncollectible 
 May sales collected in June amounted to R15 000. 
 GAP CLOTHING will pay dividends of R160 000 at the end of June 2014. 
 Rebates of R50 000 were earned from the supplier of direct materials; the amount will be 
received in August 2014. 
 For analysis purposes management uses a zero based budgeting approach.  
 
REQUIRED: 
 
4.1 Prepare the following budgets for June, July and August: 
a) Sales budget. (6) 
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b) Production budget. (8) 
c) Manufacturing overhead budget. (6) 
 
4.2 Prepare a cash budget for GAP CLOTHING for the winter season (June, July and August) 
(Show all calculations, including the expected cash collections per month) (20) 
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QUESTION 5 (15 Marks) 
 
It is the 2015 year end of HR (Pty) Ltd and the CEO is evaluating the performance of the managers 
of the cost, profit and investment centres. The CEO expects to earn a return of 10% on operating 
assets. The following financial information relates to the year ended 31 March 2015.  
 
 
STATEMENT OF FINANCIAL POSITION 2015 
ASSETS  
Non-current assets  
Property, plant and equipment 105 846 
Investments 5 000 
Current assets  
Cash and Bank - 
Inventory 58 902 
Trade receivables 56 664 
Total assets 226 412 
 
 
STATEMENT OF COMPREHENSIVE 
INCOME 
2015 
Revenue (Gross sales) 428 634 
Gross profit 201 825 
Profit before finance charges and taxation 72 093 
Finance charges 15 573 
Profit before taxation 56 520 
Taxation 16 391 
Profit for the period 40 129 
 
 
 
REQUIRED: 
 
5.1 Calculate the following for HR (Pty) Ltd: 
 Return on investment  
 Residual income (7) 
 
5.2 Discuss the differences between cost, profit and investment centres and explain how the 
performance of each of these centres is measured. (8)  
  
Table 2: Present value of R1 at the end of n periods 
 
N 0% 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 11% 12% 13% 14% 15% 
1 1.0000 0.9901 0.9804 0.9709 0.9615 0.9524 0.9434 0.9346 0.9259 0.9174 0.9091 0.9009 0.8929 0.8850 0.8772 0.8696 
2 1.0000 0.9803 0.9612 0.9426 0.9246 0.9070 0.8900 0.8734 0.8573 0.8417 0.8264 0.8116 0.7972 0.7831 0.7695 0.7561 
3 1.0000 0.9706 0.9423 0.9151 0.8890 0.8638 0.8396 0.8163 0.7938 0.7722 0.7513 0.7312 0.7118 0.6931 0.6750 0.6575 
4 1.0000 0.9610 0.9238 0.8885 0.8548 0.8227 0.7921 0.7629 0.7350 0.7084 0.6830 0.6587 0.6355 0.6133 0.5921 0.5718 
5 1.0000 0.9515 0.9057 0.8626 0.8219 0.7835 0.7473 0.7130 0.6806 0.6499 0.6209 0.5935 0.5674 0.5428 0.5194 0.4972 
                  
6 1.0000 0.9420 0.8880 0.8375 0.7903 0.7462 0.7050 0.6663 0.6302 0.5963 0.5645 0.5346 0.5066 0.4803 0.4556 0.4323 
7 1.0000 0.9327 0.8706 0.8131 0.7599 0.7107 0.6651 0.6227 0.5835 0.5470 0.5132 0.4817 0.4523 0.4251 0.3996 0.3759 
8 1.0000 0.9235 0.8535 0.7894 0.7307 0.6768 0.6274 0.5820 0.5403 0.5019 0.4665 0.4339 0.4039 0.3762 0.3506 0.3269 
9 1.0000 0.9143 0.8368 0.7664 0.7026 0.6446 0.5919 0.5439 0.5002 0.4604 0.4241 0.3909 0.3606 0.3329 0.3075 0.2843 
10 1.0000 0.9053 0.8203 0.7441 0.6756 0.6139 0.5584 0.5083 0.4632 0.4224 0.3855 0.3522 0.3220 0.2946 0.2697 0.2472 
                  
11 1.0000 0.8963 0.8043 0.7224 0.6496 0.5847 0.5268 0.4751 0.4289 0.3875 0.3505 0.3173 0.2875 0.2607 0.2366 0.2149 
12 1.0000 0.8874 0.7885 0.7014 0.6246 0.5568 0.4970 0.4440 0.3971 0.3555 0.3186 0.2858 0.2567 0.2307 0.2076 0.1869 
13 1.0000 0.8787 0.7730 0.6810 0.6006 0.5303 0.4688 0.4150 0.3677 0.3262 0.2897 0.2575 0.2292 0.2042 0.1821 0.1625 
14 1.0000 0.8700 0.7579 0.6611 0.5775 0.5051 0.4423 0.3878 0.3405 0.2992 0.2633 0.2320 0.2046 0.1807 0.1597 0.1413 
15 1.0000 0.8613 0.7430 0.6419 0.5553 0.4810 0.4173 0.3624 0.3152 0.2745 0.2394 0.2090 0.1827 0.1599 0.1401 0.1229 
                  
16 1.0000 0.8528 0.7284 0.6232 0.5339 0.4581 0.3936 0.3387 0.2919 0.2519 0.2176 0.1883 0.1631 0.1415 0.1229 0.1069 
17 1.0000 0.8444 0.7142 0.6050 0.5134 0.4363 0.3714 0.3166 0.2703 0.2311 0.1978 0.1696 0.1456 0.1252 0.1078 0.0929 
18 1.0000 0.8360 0.7002 0.5874 0.4936 0.4155 0.3503 0.2959 0.2502 0.2120 0.1799 0.1528 0.1300 0.1108 0.0946 0.0808 
19 1.0000 0.8277 0.6864 0.5703 0.4746 0.3957 0.3305 0.2765 0.2317 0.1945 0.1635 0.1377 0.1161 0.0981 0.0829 0.0703 
20 1.0000 0.8195 0.6730 0.5537 0.4564 0.3769 0.3118 0.2584 0.2145 0.1784 0.1486 0.1240 0.1037 0.0868 0.0728 0.0611 
                  
21 1.0000 0.8114 0.6598 0.5375 0.4388 0.3589 0.2942 0.2415 0.1987 0.1637 0.1351 0.1117 0.0926 0.0768 0.0638 0.0531 
22 1.0000 0.8034 0.6468 0.5219 0.4220 0.3418 0.2775 0.2257 0.1839 0.1502 0.1228 0.1007 0.0826 0.0680 0.0560 0.0462 
23 1.0000 0.7954 0.6342 0.5067 0.4057 0.3256 0.2618 0.2109 0.1703 0.1378 0.1117 0.0907 0.0738 0.0601 0.0491 0.0402 
24 1.0000 0.7876 0.6217 0.4919 0.3901 0.3101 0.2470 0.1971 0.1577 0.1264 0.1015 0.0817 0.0659 0.0532 0.0431 0.0349 
25 1.0000 0.7798 0.6095 0.4776 0.3751 0.2953 0.2330 0.1842 0.1460 0.1160 0.0923 0.0736 0.0588 0.0471 0.0378 0.0304 
                  
 
